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SUBJ: KUWAITI OIL PROBLESM 

REE : JIDDA 4087 

SUMMARY: GULF OIL COMPANY CAPITULATION TO KUWAIT DEMANDS 
SURPRISED THE SAUDIS, PARTICULARLY YAMANI. NONETHELESS 
HE INTENDS TO GO AHEAD WITH HIS OIL AUCTION AS SOON AS 
POSSIBLE IN ORDER TO ESTABLISH A "MARKET PRICE " FOR OIL. 

END SUMMARY. 

1. SECRETARY OF TREASURY SIMON, THE AMBASSADOR, AND SAUDI 
PETROLEUM MINISTER AHMAD ZAKI YAMANI, DISCUSSED AT 
LENGTH THE CAPITULATION OE GULF OIL COMPANY TO KUWAIT 
DEMANDS FOR 95 PERCENT OE POSTED PRICE FOR THE BUY-BACK 
OIL. THIS ANNOYED YAMANI, PARTICULARLY AS HE HAD TOLD 
THEM NO TO YIELD. YAMANI SAID THAT GULF WOULD SOON RE- 
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GRET ITS ACTION, BUT UNFORTUNATELY IT WOULD ALSO HAVE 
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ADVERSE EEEECTS ON ALL THE OTHER COMPANIES AND ON THE 
CONSUMERS. 

2. YAMANI, IN SPITE OE OUR PROTESTATIONS TO THE CONTRARY, 

SEEMS TO HAVE CONCLUDED THAT THE U.S. MIGHT NOT HAVE 
BEEN AS TOTALLY COMMITTED TO LOWERING OIL PRICES AS IT 
HAD PROCLAIMED PUBLICLY AND IN OUR PRIVATE MEETINGS WITH 
HIM. HE BELIEVES, APPARENTLY QUITE SINCERELY, THAT IE 

THE U.S. HAD TRULY PUT PRESSURE ON GULE NOT RPT NOT TO 
YIELD TO KUWAITI DEMANDS, GULF WOULD HAVE HAD NO CHOICE 
BUT TO STAND EIRM. 

3. THIS CONCLUSION IS ONE THAT THE ERENCH AND OTHERS 
REACHED SEVERAL YEARS AGO, NAMELY: "THE U.S. HAS ADEQUATE 
SUPPLIES OE HIGH COST ENERGY. IT CANNOT COMPETE WITH EUROPE 
IE EUROPE IMPORTS LOW COST OIL PROM THE MIDDLE EAST. 
THEREPORE, THE U.S. HAS THE SAME INTEREST AS OPEC IN 
HIGHER WORLD PRICES." 

4. WORSE, INSOPAR AS OUR RELATIONSHIP WITH YAMANI IS CON- 
CERNED, IS HE CONCURRENT CONCLUSION THAT WE MIGHT HAVE BEEN 
PLAYING WITH HIM POR SOME OBSCURE REASON OP OUR OWN. 

5. YAMANI STATED SEVERAL TIMES THAT IT WILL NOW BE POL- 
ITICALLY IMPOSSIBLE POR SAUDI ARABIA TO ACCEPT LESS POR 
ITS BUY-BACK OIL THAN KUWAIT GETS. HE DID, HOWEVER, 

SAY THAT SAUDI ARABIA WOULD PROCEED WITH ITS AUCTION AND 
HE ASSURED SECRETARY SIMON THAT ANY PRICE WOULD BE ACCEPTED 
POR THE OIL. HE SAID HE THOUGHT THAT THE BIDS WOULD RUN 
BETWEEN 80 AND 85 PERCENT OP POSTED PRICE. IN A 
SEPARATE CONVERSATION WITH THE AMBASSADOR LATER IN THE 
DAY, YAMANI SAID THAT THE KUWAITI VICTORY WAS DISASTROUS 
BUT "GULP WILL PAY FOR ITS COWARDICE." HE SAID GULF WOULD 
BE LOCKED INTO THE HIGH PRICE EVENTHOUGH ITS CONTRACT 
ONLY GOES THROUGH SEPTEMBER. HE THOUGHT A NEW WORLD PRICE 
WOULD BE ESTABLISHED BY HIS AUCTION AND IP GULF THEN 
TRIES TO PAY LESS THAN 95 PERCENT OP POSTED PRICE THE 
LAST QUARTER OP THE YEAR IT WILL PACE IMMEDIATE NATION- 
ALIZATION. IP IT HAD REMAINED EIRM NOW, HE SAID, THE COM- 
PANY COULD NOT RPT NOT POSSIBLY BE IN A WORSE POSITION; 
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VERY PROBABLY IT WOULD BE IN A MUCH BETTER ONE. 

6. THE AMBASSADOR ASKED IP THIS WOULD MEAN A NEW PRICE 
SYSTEM POR OIL - 95 PERCENT POR THE MAJORS' BUY-BACK OIL; 

A LOWER PRICE POR THE GOVERNMENT OIL? YAMANI SAID THIS 
WAS EXACTLY WHAT IT WOULD MEAN; AND "WE WILL SEE A SIT- 
UATION WHERE THE OWNER COMPANIES WILL BE IN A WORSE POSIT- 
ION THAN THE INDEPENDENTS WHO BUY FROM US." THE AMBASSADOR 
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ASKED IF IT WOULD BE POSSIBLE TO ADVANCE THE AUCTION AND 
MAKE IT AS LARGE AS POSSIBLE WITH MOST OF THE OFFERING 
COMING OUT OF NEW PRODUCTION. YAMANI SAID THIS WOULD BE 
DISCUSSED IN THE HIGH OIL COUNCIL MEETING NEXT MONDAY 
(JULY 22); HE WOULD ASK TO HAVE THE AUCTION BY THE END 
OF JULY OR THE VERY FIRST OF AUGUST; HE WOULD ASK IT BE 
FOR TWO MILLION BBLS/DAY WITH A SIGNIFICANT PART OUT OF 
NEW PRODUCTION. YAMANI SAID THAT BY SEPTEMBER FIRST WHEN 
DELIVERIES STARTED, PRODUCTION CAPACITY WILL BE AT TEN 
MILLION BBLS/DAY. IT WOULD THEREBY HAVE WELL OVER A 
MILLION BBLS/DAY ABOVE CURRENT PRODUCTION LEVEL. 

7. YAMANI WAS EXTREMELY PLEASED THAT SECRETARY SIMON HAD 
THANKED THE KING FOR HIS POSITION ON OIL PRICES AND 

WAS EVEN MORE PLEASED WHEN THE KING RESPONDED THAT AS IT 
WAS SAUDI ARABIA'S DUTY TO THE WORLD TO HOLD THE LINE ON 
PRICES, IT WAS U.S.'S DUTY TO PUT PRESSURE ON OTHER OPEC 
COUNTRIES, NOTABLY IRAN, TO COOPERATE WITH SAUDI ARABIA 
IN BRINGING DOWN PRICES. 

8. COMMENT; IN SPITE OF YAMANI'S STATEMENTS AND APPARENT 
CONVICTION THAT HE CAN WEATHER THE KUWAITI STORM, HE HAS 
FORMIDABLE OPPOSITION. PRINCE MUSA'ID (MINISTER OF FINANCE), 
ABA AL-KHAIL (MINISTER OF STATE FOR FINANCE), AND HISHAM 
NA7.F.R (MINISTER OF PLANNING), ALL WNAT PRODUCTION TO BE 
DECREASED, NOT RPT NOT INCREASED; ALL ALSO ADVOCATE AT 
LEAST MODERATE SAUDI RESPONSIVENESS TO THE DEMAND OF THE 
REST OF OPEC FOR HIGHER OIL PRICES. THEY WILL ARGUE THAT 

IT WILL BE PLAYING INTO THE HANDS OF ARAB RADICALS TO 
ACCEPT NOW LESS THAN KUWAIT HAS ACHIEVED AND THAT FURTHER 
STUBORNESS WOULD ISOLATE THEM FURTHER FROM THEIR ARAB AND 
OTHER OPEC PARTNERS. COUPLED WITH THIS WILL BE THE BELIEF 
THAT THE U.S. DID NOT REALLY TRY TO PERSUADE GULF NOT TO 
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YIELD; THAT THE U.S. IS TRYING TO USE SAUDI ARABIA AS AN 
INSTRUMENT TO DESTROY OPEC AND ARAB UNITY. THIS WILL BE 
A HARD POSITION FOR YAMANI TO COMBAT, PARTICULARLY AS 
HE HAS DOUBTS OF HIS OWN. HOWEVER, HE DOES HAVE POWERFUL 
FORCES ON HIS SIDE. THE KING'S STATEMENTS TO SECRETARY 
SIMON ON LOWER PRICES WERE MADE IN THE PRESENCE OF PRINCE 
MUSA'ID (YAMANI ASKED IN GREAT GLEE IF THE AMBASSADOR HAD 
NOTICED HOW MUSA'ID GRIMACED WHEN THE KING SPOKE ABOUT 
GREATER PRODUCTION AND LOWER PRICES). PRINCE FAHD, THE 
HEAD OF THE HIGH OIL COUNCIL, WILL ALSO VERY LIKELY SUPPORT 
YAMANI. WE SUSPECT THAT, AS USUAL, THERE WILL BE A COM- 
PROMISE; THAT THE AUCTION WILL TAKE PLACE BUT IT WILL NOT 
BE AS BIG AS YAMANI HOPES (TWO MILLION BBLS/DAY) AND THAT 
O LY A RELATIVELY SMALL PORT (I.E. 200-400,000 BBLS/DAY) 

OF THE AUCTION WILL COME FROM NEW PRODUCTION. 
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